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» EDITORIAL « 


Individualism vs. Regimentation 


There has been so much regimentation during the war years for the 
purpose of bringing the war to a victorious conclusion, that, at least those 
who have been overseas and in the fight, wish to enjoy the freedom for 
which they fought and which is the sacred privilege of those who are 
fortunate enough to be living in DEMOCRATIC countries. 

One thing is certain and that is that those companies who stand firm 
against a closed shop have spoken for the preservation of that freedom which 
allows Canadians to work where and for whom they wish without coercion. 

What are the Unions doing for the unemployed Canadians to-day? 
That information is lacking or at least being soft pedaled. From the 
information indicated in the “Closed Shop” condition, it is suggested that 
none but union employees are allowed to work in such plants. What about 
the unemployed man who wants to work and is looking for employment 
in such a plant? He either is not permitted to obtain work there or he 
is forced to join the union. We are allowing the unions to say that we 
nust support by charity and relief non-union Canadians. On the other hand 
he unions appear to be weakening their own position if they take on one 
and all as union employees regardless of their producing and working 
capacity and require that those new members be paid the union rates of pay 
which they might not be capable of earning. Is the union really giving the 


lant owner labour value for the wages paid? There is no criticism for 


union qualified tradesmen. They have a right to be union men. Whether 
or not the union has this situation under control is a question which is not 
clear to the business man and non-union tax payer. 

How far can union regimentation go in this Democratic Canada? 

In Saskatchewan province more and more regimentation is taking place 
in Government control. How much will be left for individual initiative ? 
Will the people at large be satisfied to let their livelihood be provided 
for them? If so, what incentive will there be in Saskatchewan for individual 
enterprise? 

Voice to this view was given in a recent speech by Senator the Hon. 
Jacob Nicol to the Three Rivers Chamber of Commerce. In giving consider- 
ation to the post-war period he contended that free and individual enterprise 
must be given the encouragement that will lead to production of goods. 
This being the means of producing wealth which will be the incentive to 


new enterprises. 

Senator Nicol pointed our that the present network of controls in which 
Canadian business found itself entangled was of such an intricate character 
that it almost required the services of an expert to keep from running foul 
of the law. He suggested that it was high time that some of the unnecessary 
bureaux and commissions established by the government during the war 
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were abolis+-d. He pointed out that all wealth is, in the last resort, based 


on production and that such bodies added nothing to the wealth of the 
country but on the other hand were an expense. 

Mr. Nicol asked his audience to carefully consider the probability of 
Canada being able to maintain, in the post-war period, the production and 
the national revenue on a scale similar to that enjoyed during the war period. 

Many people do not realize that the Dominion Government has accepted 
the responsibility for many expenditures which were entirely unknown 
before the war. In this connection he cited the proposals recently made 
to the Provinces by Ottawa, whereby, for the re-allocation of the taxing 
powers, Ottawa would in return, assume many social and welfare responsibili- 
ties, including unemployment benefits. Taxes should not be increased to 
the point where normal private initiative would be strangled. His view 
was that the genius for new development, which has made Canada what 
it is to-day, should be definitely encouraged and certainly not threatened. 
He commented that young men should be encouraged to venture into new 
fields of production and NOT FORCED TO FIND THEIR LIVELIHOOD 
IN STATE ENTERPRISES. 

Demagogues might talk about a “soak-the-rich” policy, but true wealth 
does not reside in accumulated securities, it is synonymous with profitable 
production. He concluded by stating that he is not in the least pessimistic 
with regard to the future, and felt that if all governments quickly reduced 
their activities and expenditures to normal levels, high taxes would not kill 
valuable incentives which could effectively encourage private enterprise. 

Many articles have been written on the individual enterprise of those 
living in regimented countries. For every favourable story there are many 
equally unfavourable cases. How many of the numerous scientific contri- 
butions to the war effort, in Caanda, were provided by those regimented by 
unions or other organizations? Of those mentioned in publicity of the 
scientific efforts, free individual enterprise was certainly predominant. 

Let us hope that Cost Accountants, with business men and tradesmen, 
may encourage new Canadian enterprise, for the resulting production will 
surely contribute to the wealth which will be the foundation of our future 


prosperity. 





New Members 


Bay of Quinte 
Professor R. G. H. Smails, C.A., Queen’s University, Kingston. 
Francis Pigeon, Arthur A. Sills, Belleville. 
Calgary 
R. Lawrence, On Active Service, R.C.N.V.R. 
Wren Bernice A. Baycroft, On Active Service, R.C.N.V.R. 
W. J. Cummer, General Petroleum Limited. 
Edmonton 
John Cummings, Northwestern Utilities Limited. 
John A. Morgan, Lloydminster, Saskatchewan. 
D. O. Renwick, Northwestern Utilities Limited. 
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D. W. Palmer, Dominion Income Tax. 
E. B. McKitrick, Dominion Income Tax. 
Fort William—Port Arthur 
R. P. Becotte, Burney’s Taxi & U Drive. 
Hamilton 
L. J. Jamieson, International Silver Co. of Canada Limited. 
V. Miller, Wright, Pounder & Co. 
J. R. Telfer, Steel Co. of Canada. 
W. J. Thomas, Brown Boggs Foundry & Machine Co. Ltd. 
Kenneth J. Healy, Department of Veterans Affairs. 
C. M. Abbot, Canadian Westinghouse Co. Ltd. 
A. R. Keeble, Canadian Westinghouse Co. Ltd. 
F. M. Patterson, Canadian Westinghouse Co. Ltd. 
F. E. Kershaw, Canadian Westinghouse Co. Ltd. 
J. Bruce Anderson, Household Finance Corporation. 
Wray C. Matthews, Sovereign Potters Limited. 
Ronald W. Nixon, Steel Co. of Canada. 
Kitchener 
C. R. Dorschell, Babcock, Wilcox & Goldie-McCulloch, Galt. 
James C. Gross, The W. C. Wood Co. Limited. 
Carl E. Clemens, Eastern Steel Products Limited, Preston. 
Ralph J. Westfall, (Patient) Freeport Sanitorium. 
Wm. Manning, Kaufman Rubber Co. Limited. 
F. E. Francis, Recording & Statisical Corporation Ltd. 
London 
Harold C. Birch, International Harvester Co. of Canada Ltd. 
C. W. Keith, Somerville Limited. 
C. L. Guest, Somerville Limited. 
Charles T. McGladdery, C. S§. Hyman Co. Limited. 
Montreal 
John De Rosa, Montreal. 
R. A. Horwood, Montreal. 
Mrs. Anne-Marie Boyer, Montreal. 
A. L. Bohrer, Town of Mount Royal. 
W. R. Brown, Montreal. 
Lantier Rolland, Rolland Paper Co., Mont-Rolland, Quebec. 
M. F. Dart, Northam Warren Limited. 
J. E. Mitcham, Southam Press, Montreal. 
C. Goldsmith, International Business Machines Co. Limited. 
J. V. Farrell, E. G. M. Cape & Company. 
G. A. Gowdy, Verdun, Quebec. 
E. Dupre, Montreal. 
L. C. De Carufel, Shawinigan Engineering Co. Limited. 
R. St. Denis, Montreal. 
James A. McCormack, Budge Carbon Paper Co. Limited. 
Walter B. McFarland, Purvis Hall, Montreal. 
Pierre E. Laberge, Chicoutimi, Quebec. 
Robert Edger, Montreal. 
Leonce Dufour, Sorel Industries, Sorel, Quebec. 
J. V. Carrigan, Westmount, Quebec. 
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Ottawa 
Captain R. S. Cooper, On Active Service. 
John A. Cross, C.A., Denison & Armstrong. 
Samuel Brett, Ottawa Car & Aircraft Limited. 
John Hobart, Contracts Settlement Board. 
Toronto 
Harold J. Powell, Sangamo Co. Limited, Leaside. 
Robert G. Brown, Henry Disston & Sons Limited. 
Allan W. Clarke, Christie Brown. 
Vancouver 
G. G. Slough, W. H. Gallagher & Co. 
E. R. Gordon, Public Accountant. 
F. Martin Jensen, Canadian Sumner Iron Works Limited. 
F. D. Whyte, Port Haney Brick Co. Limited. 
Victoria 
Ronald D. Henderson, Falsoner Marine Industries Ltd. 
Windsor 
C. G. Gliddon, Wallaceburg Brass Limited, Wallaceburg. 
A. L. Leigh, Standard Paint & Varnish Co. Ltd. 
Winnipeg 
Ralph J. Martel, Canadian Industries Ltd., Neepawa, Manitoba. 
Non-Resident 
Lawrence L. Smee, Richmond Surrey, England. 








POSITION WANTED 


OFFICE MANAGER 
COST ACCOUNTANT 


L.C.M.!. degree, 3 years Commerce, wishes to locate in Ontario 
or West if possible. Experience in large and small corporations. 
Age. 34. Married. Reply Box No. 2, Cost and Management. 
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Chapter Notes 
EDMONTON 


On October 26th, the Chapter met in the Corona Hotel when Professor 
J. D. Campbell of the University of Alberta continued his series of lectures 
on the subject of ‘Specific Order Cost Accounting’. His address was 
i!lustrated by actual forms used and his lectures have proved to be of 
increasing interest evidenced by the fact that the Chapter is faced with the 


necessity of obtaining more space in which to hold these lectures. 


FORT WILLIAM—PORT ARTHUR 


The November meeting of the Chapter was held in the Public Library, 
Fort William, when Mr. Wilfred Walker, Secretary of the Lake head Credit 
Bureau, traced the growth of credit bureaux from their beginning some 
thirty-four years ago showing their needs, their advantages both to the 
merchants and the buying public until the present time when there are 
over 1300 credit bureaux in the United States and fifty-five in Canada. He 
outlined some of the objects of the bureau such as the education of the 
merchant as to his advantages as well as the gradual education of the 
buying public with special attention to the high pressure salesman. Follow- 
ing his address, a spirited discussion took place regarding credits and their 
application to modern business. 

Following the practice which has been adopted this year that a part 
of the accounting text be reviewed and discussed, Mr. R. K. Piper gave a 
resume of the text book, ‘Accounting Principles and Practice’, dealing 
with the subjects, drafts, acceptances and promissory notes, adjustment 
entries in connection with the preparation of the reserve accounts and 


balance sheet. 
HAMILTON CHAPTER 


There was a capacity attendance of the Hamilton Chapter, Canadian 
Society of Cost Accountants, held Thursday evening, November 15th, in the 
Royal Connaught Hotel, Geo. Greenhough, R.I.A., presiding. The local 
chapter was host to a large number of visiting members from the Kitchener 
Chapter and Brantford. The speaker of the evening was R. M. Kelday, 
C.A., Assistant Secretary-Treasurer of the Steel Company of Canada, who 
gave a very thoughtful and interesting address on ‘The Accountant's 
Attitude”. 

The speaker viewed the industrial accountant through the eyes of the 
management, giving some timely criticisms of the attitude of both. He 
reminded his audience that the management of a business naturally is more 
interested in the practical service rendered than in traditional forms and 
terminology. Mr. Kelday also stressed the point that the industrial account- 
ant should not take the attitude that the efficiency of records and systems 
is all that is required. Statements should be compiled in graphic and narra- 
tive form with regard for the problems of his employers. He is in a position 
to give valuable advice to executives if he makes a study of those problems 
of the business that touch on his own particular field of activity. 
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KITCHENER CHAPTER 


Light on the contentious 48-Hour Week section of the Hours of Work 
and Vacations With Pay Act was shed at a meeting of Kitchener Chapter 
held at the Walper House, Kitchener, October 30th. Several hundred 
industrialists and manufacturers from Galt, Guelph, Stratford, Kitchener, 
Hespeler, Fergus, Preston and Waterloo were guests. 

Held two days before the Act became effective in all industrial under- 
takings the meeting was quite timely and was addressed by H. W. Mac- 
Donnell, legal advisor of the Canadian Manufacturers Association, who 
dwelt at length on the mechanics of the Bill and conducted a forum during 
which time the employers had many tangles unravelled 

G. C. Bernard, assistant Ontario manager of the C.M.A., was also 
present. The speaker was introduced by H. E. Tomms, of Waterloo, in the 
place of Louis L. Lang. A vote of thanks was tendered by Ed. Schaeffer, 
of Fergus. The chairman was E. C. Codling, chairman of Kitchener 
Chapter. 

J N. Allan, of Hamilton, secretary-manager of the Canadian Society, 
conducted the meeting with a splendid “sales talk” on the whys and 
wherefores of the organization 

Commenting on the meeting, The Kitchener Daily Record, next day, 
said, “Several acclaimed the executive of the Kitchener Chapter for its 
enterprise in arranging the discussion.” 

Mel. Walker, of Galt, vice-chairman, received the plaudits of all and 
sundry by his craftsmanship in designing the identification discs and 
guest tabs. 

Featured by an attendance of 69, half of whom were guests, Kitchener 
Chapter held-its November meeting at the Ritz Restaurant, Guelph, Wed- 
nesday evening, November 21st. Seven new members wre introduced: 
J. C. Gross, Guelph: C. V. Hall, Stratford; W. J. Rellinger, Waterloo; 
W. C. Nelson and J. M. Conway, Kitchener; F. E. Francis, Toronto; and 
C. E. Clemens, Preston. 

Guest speaker was F. R. Manuel, of the Stevenson Kellogg Ltd., To- 
ronte, who spoke on ‘Job Evaluation”. He was introduced by Les Hope, 
of Kitchener, and tendered a vote of thanks by Walter Jardine, of Preston. 
Mr. Manuel dwelt on the techniques and standards used in job evaluation, 
regretted that Federal authorities had not used that method in some of 
their labor and wages settlements. 

Assistance of manufacturers for placing returned men in employment 
was asked by Reginald Pring, of London, Ont., assistant supervisor of the 
Canadian Vocational Training to the Armed Forces. He outlined the part 
the Department of Veterans’ Affairs is playing in helping to get the boys 
back to “‘civvy street.” 

Edward C. Codling, chairman, presided. J. N. Allan, secretary-manager 
of the Canadian Society, reported on his recent trip across Canada when he 
visited all the societies. He revealed that the organization is experiencing 
success both in membership and type of meetings in all parts of the country. 


NIAGARA CHAPTER 
On November 21st, the Chapter held its monthly meeting in Thorold, 
with Mel Walker of the Canadian Transformer Co., Waterloo, and a member 
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f the Kitchener Chapter, giving a talk on the subject “Accounting for and 
che Valuation of Inventories”. In addition to presenting a most instructive 
and interesting address, Mel injected much of his customary wit and humour 


to contribute to a very lively evening. 


VANCOUVER CHAPTER 

On Thursday, November 8th, at the Hotel Georgia, the Vancouver 
Chapter held its regular monthly meeting. Mr. Murray Gilmour, Chair- 
man, opened the meeting and reports were received from the various com- 
mittee chairmen, and new members introduced. 

The Question of the Month, A Vancouver Chapter feature, which read— 

If a Company on full production commences a construction program em- 
ploying a special crew and working foreman, should Administrative or 
general overhead be added to the cost, and if so, how would you arrive 
at the rate?” was well probed and a lively exchange of viewpoints took 
place. However, it seemed that the consensus of opinion was that no over- 
head should be charged as managements’ attitude to-day would appear to 
prefer: to charge as much against operation as possible and not take the long 
term view-point 

Mr. W. C. McCalpin, C.G.A., R.L.A., Treasurer of Laucks Limited, 
who is also a member and Director of the Vancouver Chapter, gave a very 
illuminating address on the processing of corn—or as he very aptly re-named 
his talk afterwards—'The Romance of Kernal Corn’. He charted the 
gathering through the various processes of extraction, explaining the many 
by-products obtained. Mr. McCalpin also outlined how a large number 
of manufacturing concerns rely on these by-products for various operations 
in their plants. 

The question period was very enlightening in-as-much as it showed the 
interest created by the members in Mr. McCalpin’s speech. 

We were indeed very pleased to have Mr. Paton, M.L.A., with us, as 
he was the member who successfully piloted our Bill through the Legis- 
lature Assembly at Victoria. We are also looking forward with pleasure 
to our next meeting when we shall be addressed by the Hon. Mr. Weir, 
Minister of Education. . 

As it was the Victoria Chapter’s opening meeting, a copy of a telegram 
of congratulations was read. This had been forwarded to them and an 
expression of co-operation was extended. 

The rules were announced for the Membership Drive campaign and the 
prize was announced by the Chairman, which is an oaken barrel decanter 
with accessories and to be filled with the best. This will be presented before 


Christmas. 


VICTORIA CHAPTER 

The Victoria Chapter of the Society held an open meeting on Thursday, 
8th of November, at which the guest speaker was Mr. Norman Terry, Presi- 
lent of the British Columbia Society. 

His address on “Controlling of Production Costs in Machinery Manu- 
facturing’, was most interesting and very informative and instructive, and 
was received with marked attention by an appreciative audience. 

We 


near future, on some other phase of our many sided profession. 


re looking forward to a further lecture from Mr. Terry in the 
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OPERATING 








from standard arrangement of typewriter keys 


> 


W ORK goes much easier and faster . . . because the 
typewriter . . . which permits any typewritten descrip- 
tion during posting operations on National Typewriting- 
Bookkeeping machines . . . has keys arranged for use 


of the touch system. 


National Accounting-Bookkeeping Machines are 


now available to business. Phone or write us now. 


Salional 


CASH REGISTERS 
ACCOUNTING—BOOKKEEPING MACHINES 


THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED 


Head Office: Toronto Sales offices in Principal Cities 
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urrent Legislation 





Ic 


Members of the Society who reside in the Western Provinces will be 
particularly interested in Orders in Council, Numbers 6122 and 6222. The 
former Order fixes the export price for wheat by providing that the Cana- 
dian Wheat Board shall not seil wheat for export to overseas destinations 
at a price in excess of $1.55 per bushel for Number One Manitoba Northern 
and in the case of each other grade of wheat at prices in excess of such 
prices as in the opinion of the said Board brings each of such grades into 
proper price relationship with Number One Manitoba Northern. The 
latter Order maintains for a further year the payment of a subsidy for feed 
wheat by providing, interalia, that the Feeds Administrator may pay to 
any feeder who purchases western wheat grown in the Provinces of Mani- 
toba, Saskatchewan and Alberta, in that part of Ontario lying west of 
Fort William and in that part of British Columbia known as the Peace 
River District and the Creston and Wynndel areas exclusively and feed for 
live stock and poultry, the sum of twenty-five cents for each bushel so 











purchased. 

Labour Relations: An Order in Council recorded as No. 6482 may, 
in view of the serious labour conditions now disturbing the economy of 
the country, have far reaching effect. This Order authorizes the appoint- 
ment of Industrial Disputes Inquiry Commissions to investigate situations 
likely to interfere with the transition from a war to a peacetime economy. 
During the war years, the Minister of Labour had power to appoint such 
a commission for the purpose of inquiring into any situation which, in his 
Opinion, appeared detrimental to the most effective utilization of labour 
in the war effort. By the said Order, this power is continued in the 
Minister in an effort to speed and expedite the transition period. 

The Building Trade: Order in Council 6496 is designed to encouarge 
the construction of modest homes to meet the needs of returning service- 
men. To that end, this Order purports to give builders a reasonable 
measure of protection against loss resulting from a decline in price before 
the house is sold. The Minister of Finance is now clothed with power to 
enter into an agreement with any builder who is willing to undertake the 
consiruction of modest cost homes on a large scale to indemnify him from 
loss from so doing in the event the builder has been unable to sell any 
house constructed by him. The said Order suggests a form of agreement 
and provides further that veterans shall have preference as applicants to 
purchase such houses. This is an important measure and will probably 
form the basis for considerable expansion in the building trades. From 
the nature of this Order, it appears that a contractor who has committed 
himself to such an undertaking as contemplated by it, will be given 
priority as to materials. This Order is not to be confused with either the 
Veterans’ Land Act or the National Housing Act. In essence, it is a 


guarantee against loss. 
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The Family Allowances Act: Order in Council Number 6752 provides 
that in no case shall an allowance paid or payable under the provisions 
of this Statute be taken into consideration in computing the income of any 
person for the purposes of :— 

The War Veterans’ Allowance Act and amendments, 
Order in Council 101/6395, 

Order in Council 164/7746, 

The Veterans’ Dual Service Pension Order, 

Order in Counci! 191/8990 

Hospital Treatment Regulations, and 

The Post-Discharge and Re-establishment Order. 

Price Control: From time to time, as the economy of the Dominion 
approached more normal conditions, the Administrator of the Wartime 
Prices and Trade Board, issues Orders, removing the restrictions hitherto 
imposed on the manufacture of goods. The provisions of such Orders (see 
A-1701 re baggage, for example) will permit manufacturers to resume 
production of certain goods which were prohibited during the war years. 
If a manufacturer resumes the production of goods for which his maximum 
price has been established in accordance with the Wartime Prices and Trade 
Board Regulations, or by an Order issued under such Regulations, he must 
not offer to sell or sell those goods at a price which is higher than the 
maximum price. If he produces goods which are not identical in every 
respect (including trade description) with goods for which his maximum 
price has been established, he is required to make an application to have 
his maximum price therefor fixed under the Regulations of the Board 
in that behalf. This regulation is likely to remain in effect for some time 
to come and a manufacturer should note carefully the terminology of the 
restriction. The selling price of goods not identical in every respect with 
goods for which a maximum price is set is required to be ascertained 
before the goods are placed on the market for sale. 

















| Current Literature Digest, 





By Harold Bricker, C.G.A., R.I.A. 


IS THERE A CURE FOR OUR INDUSTRIAL CANCER? 


Who's abusing whom? Is the union saying, “We'll make the employer 
cat crow!" Is the employer saying, “We'll wait until the men are ready 
to work for a reasonable wage!" Two little boys approached each other 
saying. “I dare you to knock this chip off my shoulder!” 

It is high time that we act like MEN and WOMEN. Can any of us 
AFFORD to NOT to get busy with CONVERSION to PEACE-TIME PRO- 
DUCTION and BUSINESS? 

The trouble is not so apparent in our small towns as it is in our larger 
industrial centres. ‘Western Business and Industry’, has recently published 
an interesting account of the EMPLOYERS’ COUNCIL composed of mem- 
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bers of the various business and industrial associations of San Francisco, 

representative enough so that they are a real force in the determination 

of general labour policies affecting themselves as well as the community. 

They organized NOT for the purpose of breaking any union but 
with the idea of honestly trying to establish better relations between employer 
and employee and with all the patience they possess and all the intelligent 
and logical thinking they can produce. 

It is as much.a part of San Francisco civic life as the Chamber of 
Commerce or the Community Chest. It has the confidence of the people who 
like the way it deals frankly and fairly with the spokesmen of organized 
labour. 

It is financed by its own membership which contributes on a nominal 
due basis supplemented by voluntary financial assistance. 

The council has a Board of Governors who deal with matters of policy. 
The details are handled by a paid staff, who have a staff member to take 
care the demands of its members for assistance and advice. Some of the 
work performed by the Council include the following: 
1.—Directing the negotiations of collective bargaining agreements. 

2.— Representations of members in conciliation proceedings with the War 
Labour Board. 

3.— Economic research and statistical services. 

{.—Public relations. Through this activity the Council keeps the public 
informed as -to labour developments in the area with a view to main- 
taining the strong community backing it has always enjoyed in its short 
career. 

Strict membership discipline and responsibility are maintained through 
the power to suspend a member for the violation of its rules. 

Western Business and Industry,” in their October, 1945, edition, 
honoured our president, Mr. W. H. Furneaux, by publishing, in part, his 
address before the Calgary Chapter this fall. The address was described 
as a contribution to thought on the subject of stabilized or assured annual 
ncome for hourly workers in industry. Seldom can any plan be transferred 
from one industry to another. It must be adapted to suit different circum- 
stances. Some Canadian industries are so seasonal in character that they 
do not appear to lend themselves to the introduction of a guaranteed annual 
wage. Management is, however, thinking increasingly in this direction. 

Appreciation of the efforts of our officers is not as far reaching, in our 
own membership, as it might be. 


ACCOUNTING EFFICIENCIES IN SMALL COMPANIES 


Many new industries and businesses are being started during .this 
reconversion period. Jt is timely that the accounting profession give these 
new an d small organizations assistance and co-operation in their accounting 
problems. 

A recent N.A.C.A. Bulletin contains an article by Glenn R. Kleinau, 
C.P.A., Chattanooga, Tenn., which deals with some of the common diffi- 
culties and offers some practical solutions. 

The problem of the small office is altogether different from the problem 
if the large office, mainly because it has all of the work of a large office 
but has it on a smaller scale. This means that every person has to be able 
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NEW 
STANDARDS... 


Cost accountants know that now and in the future their 
profession must measure up to new standards . . . stand- 
ards that they have set for themselves, as the needs of 
management have grown . . . standards that modern 
business has made necessary. 


There are new standards of speed — current facts for 
current decisions; new standards of fact — greater detail 
for better informed decisions; new standards of accuracy 
-— more meaningful information for sounder decisions. 


Cost accountants are interested in providing management 
with current facts in less time ... with less effort... 
at less cost. 


Burroughs’ up-to-date informational service on new 
records, new systems, new techniques, new types of 
analyses, has been of service to cost accountants in meet- 
ing the newer standards. They turn to their local Bur- 
roughs office for assistance. . . . We invite you to do 
the same. 


BURROUGHS ADDING MACHINE OF CANADA, 
LIMITED 
WINDSOR, ONTARIO 


Bur orughs 


ADDING, CALCULATING, ACCOUNTING, BILLING AND STATISTICAL MACHINES 
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to do many more things than the individual in the large office. The 
efficiency of specialized equipment cannot be afforded and short runs of 
work may not warrant the spending time to work out efficient hand methods 
for each job. 

The result is that the small office is generally comparatively inefficient, 
not because its personnel lacks capacity, but because the conditions of the 
office tend to discourage the development of efficient methods. The man- 
agement knows too much about the office detail and hesitate to permit 
changes by the staff. The outsider finds it much easier, on coming into the 
office, to make changes in the interest of efficiency in that the people 
there, are able to do any additional work by easier and quicker methods 
so that they will not be working any harder. The fresh point of view of 
the outsider helps him to see the inefficiencies and enables him to correct 
them. 

Experienced accountants can go a long way in correcting the most 
common and serious small office problems. The almost universal fault 
of the accounting records of a small office is that the book entries are not 
well enough supported by references and cross references and explanations. 

There seems to be an unwritten law among bookkeepers that one 
transaction must not take more than one line in a journal, and moreover 
this rule is rarely broken. As a result, the books are largely a summary 
of the bookkeeper’'s memory. He remembers well enough what he has 
done and why he has done it to carry him over the period of immediate 
use, nothing more seems to matter. He is rushed with a lot of work that 
needs to be done. 

Under these conditions the tie-ins with the subsidiary records are not 
well made. An adding machine slip with a few cryptic memos or a few 
pencil figures at the end is likely to be the only indication that the detail was 
ever proved against the control. One is lucky to be able to find such 
a tape and doubly so if it has a date on it. 

The analysis of the general columns of the journals and of other 
columns which require analysis to be made, are made. The only indication 
that it has been done is a little list at the end of the columns on the last 
page for the month showing how much has beens posted to the general 
ledger. The scratch paper on which the analysis was made has been 
thrown away. Even the most careful bookkeeper, the one who proves 
everything at the end of each period, rarely keeps these proofs in such 
shape that when something turns up he can produce them. 

Even statements that are produced periodically, as likely as not, are 
not supported by working papers showing how the accounts were combined 
to produce the statement. Even if there is a work sheet, the adjustments 
in the adjustment column have no more than key letters to explain them, 
and too often the man who worked out the adjustments cannot go back 
over his own tracks from memory. 

Only one who has tried to obtain information from the records of a 
small office or one who has, in an accounting capacity, faced the acualities 
of a small office and tried to correct conditions of this kind, has any idea 
of how many such situations exist or how well they are here described. 

A standard system and procedures are described and illustrated. Short 
cuts should be carefully considered. One must be cautious about omitting 
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references. Make cross references complete and for every entry. Make the 
tape give a solid reference chain back to the original data. These suggestions 
may seem foolish but foolishness usually lies in not putting down enough 
record. Trying to reconstruct data is generally a very expensive business. 

These things are not new. Most of them have, in fact, been worked 
out independently by many people who had not heard that someone else had 
already worked them out. A review of these accounting devices and pro- 
cedures serves to remind us of the good things that we already know. We 
might, in passing them along, help someone starting a new small business or 


industry. 


DEPRECIATION 

This is the time of the financial year when all the schedules of support 
for standing journal entries come up for examination and audit. 

In “Business Management’, there is an article by Louis Toth on the 
“Depreciation of Buildings”. While the article applies to building opera- 
tion from the renting or leasing point of view, never-the-less there are 
some points in it that might be of interest to any business owning its 
building and real estate and occupying it so that the operation or main- 
tainance cost is included in the operating expense. 

The building or erection of a new building is a primary investment 
on the part of the owner. From the point of completion the responsibility 
of preservation is created. The question of preservation and depreciation 
evolves into a life term for the building as an asset. 

At this point it might be well to mention that any depreciation basis 
should be scheduled only when it appears to meet the conditions of the 
Income Tax department. 

An interesting point is brought out in the classification of the building. 
In some cases everything that is part of the building is bulked for deprecia- 
tion purposes. In other cases, building equipment is treated in a separate 
accounting with respect to depreciation. The point of view being that the 
physical life of the various items varies and the taking into the accounting 
of depreciation should be governed accordingly. 

While every case must be considered on its own merits, an interesting 
comparative schedule on a hotel property is submitted as follows: 
Depreciation of building and building equipment annually ...... nian ROMA 
The depreciation might be apportioned under, 

Building proper, including foundation, 


Interior trim, tihing and Male: <...06.0.c6ccveccseesersvaceneesds 70.91% 
Building equipment: 
DOUGiSi4 lise cee eerie tieniect coves eae 
Engines and generatofs. ..............s 2.50 
Ventilating: Systeni: cc.siciccdicccceseusecces Py i 
Refrigeration system .........c0000 88 
BI@UBIONS: .cbcecnikASscckiinceuss, “Reo 
Plumbing and heating ................... 16.10 
Electrical equipment ..cc.0css<acesccsass 3.80 
Building equipment total ..................004 29.09% 100% 
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These are not standard or accepted rates and are shown only as an 
example. Depreciation schedules must, we mention again, be made on the 
basis of the case in hand. 

Depreciation is of course at best only an estimate. It is however good 
business to absorb depreciation charges in current operations, based on the 
life, estimated, of the various portions of equipment or buildings. 

The policy of the particular industry determines the method of account- 
ing for replacements and the effect on the depreciation reserve. 





Selection and Testing of Personnel 


D. McCallum, Personnel Manager, R.C.A. Victor Company, Ltd. 
Address Delivered to the Cost and Management Institute, Montreal 


INTRODUCTION 


Perhaps the most vital part of any industrial relations program is 
employment. Efficient selection of employees confers important benefits 
on the employer, the employee and the community. From the employer's 
standpoint, it provides him with a work force that, given competent direc- 
tion, is efficient, intelligent, and loyal. Per dollar of payroll, he can expect 
to obtain more and better output than his competitior. From the employee's 
standpoint, it enables him to find employment wherein he will be fairly com- 
pensated, where he will be able to exercise his highest talents and where 
he will enjoy his work. From the standpoint of the community at large, 
it increases human efficiency and productivity, it adds to individual happiness 
and public morale. 

RECRUITING 

A necessary prerequisite to good selection is good recruiting. Wartime 
conditions have emphasized the fact that the best employees cannot always 
he obtained by having a head watchman “look over’ the applicants that 
appear at the gate and send up the best-looking prospect for interview. A 
wide variety of sources of supply should be developed (i.e. as N.S.S. regu- 
lations are relaxed) with special emphasis on those sources most likely 
to yield the kind of help required. 

A—Inside Sources 

The first thought, when filling any vacancy, should be whether it can 
be filled by a present employee— 

(1) Promotion of junior employees, which can be expedited if training 

facilities are available and training is encouraged. 

(2) Transfers that will enable employees to obtain more desirable work, 
either because of special training, better working conditions or a 
desire to learn new things 

B—Outside Sources 

Outside sources, not necessarily in the order of their importance, 
include— 

(1) National Employment Service—private employment bureaus. 

(2) Rehiring former employees. 

(3) Recommendations by piesent employees. 


(4) Advertisements. 
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(5) The line at the gate. 

(6) Department of Veterans’ Affairs. 

(7) Schools and colleges. 

(8) Letters of application. 
SELFCTION TECHNIQUES AND AIDS 
A—Application Blank 

The advantages of a good application blank are as follows: 

(1) Good testing device. 

(2) Check on handwriting and spelling which are important for 

some jobs. 
(3) Interviewer can study applicant in advance. 
(4) A permanent record exists for later statistical analysis, personn: | 
census and various other details. 

Blanks may be (a) brief as possible, and (b) detailed. 

It is usually desirable that the application blank cover the salient in 
formation to be sought by the interviewer; namely: 

(1) Previous experience. 

(2) Education. 

(3) Physical characteristics. 

(4) Family status. 

(5) Interests, preferences, contacts. 

(6) References. 

In designing an application blank, one must guard against merely 


~~ 


snooping—information that will never be used should be excluded. Only 

in rare cases will a selection be made without a personal interview, so that 

information which may be necessary for determining a candidate's quali- 
fications but is never used thereafter merely clutters up the files. 

B—References 
If a written form is used, ask specific questions. Don’t place too much 

reliance on them. Place less reliance on letters of recommendation carried 

by the applicant. Personal or verbal contact by telephone following the 
interview is better. 

C—The Interview 
As yet, no other selection aid can substitute for the personal interview 

and it is generally agreed, no other technique is of equivalent importance 

Obviously, no practical application blank can be complete enough or dis- 

cerning enough to replace the interview nor are tests available to measure 

all the personal characteristics that will be evaluated by a good interviewer. 

Interviewing is not an exact science. Nevertheless, there are certain 
principles that can make interviewing more productive than it often tends 
to be: 

(1) Know the essential facts about the job for which selections are being 
made. In large organizations, job analyses or descriptions are prepared 
to aid the interviewer and from them, a job specification outlining the 
minimum personal requirements of each job may be devised. 

(2) Interviews should be analytica! rather than conversational. Too many 
managers decide from their first glimpse of an applicant whether he 
is the man for the job or not and then spend the rest of the time 
telling the applicant the fine tricks of the trade that “made him the 
man he is to-day,” finishing up with only the vaguest notion of the 
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constantly that the purpose of the interview 1s 
qualifications in relation to a particular job or ¢ 
process may be likened to the completion of 
person completing the puzzle picks up a certain 
ooks for one of the several possible spaces into 
until he finds a perfect fit. 

The process of analyzing the qualifications 

n 

in which the interviewer records his impressit 


‘ ‘ 
interview or immediately after it s completed. 


ing questions: 
(a) Is the applicant competent for the job? ice, 


ligence, training and experience? 
to fre ent illnesse lack of energy? 
{ equent iiinesses Or jaCk OF energy: 


Will he get alodg with fellow-employees or 
Will he enjoy routine work? 

Can che win the confidence and respect of his 
Does he enjoy personal contacts? 

Is he reliable and industrious or is he lazy? 
Is he honest and faithful to his employers? 


(d) is his background (family situation, interes 


will enjoy his work and give good service fo 
i.e., is he socially fitted for the job? 


(e) Will you enjoy having him work for you o 
} 


find by the time when the job must be filled? 


For example, one prominent sales executive 


20 people because only 1 person in 20 is a 


to handle the job. While these examples 


a reasonably large group to select from. I 


the interviewer can fee! reasonably sure that 
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Gualifications of the applicant. The interviewer 


selection for a sales position unless you hav 


should bear in mind 


to appraise the man’s 


1 choice of jobs. The 


a jig-saw puzzle; the 
piece and examines its 


various characteristics. Having analyzed these characteristics, he then 


which it may be fitted 


of the applicant may 


be systematized by various devices, check charts, interview records, etc., 


ms either during the 


Depending in detail on the relative importance of the job for 
which a selection ts being made, the whole process of interviewing 


should be directed toward obtaining sati-factory answers to the follow- 


has he adequate intel- 


(b) Is he physically adequate for the job and unlikely to be subject 


(c) Is he temperamentally fitted for the job? For example— 


customers 7 


subordinates ? 


ts, etc.) such that he 
r an indefinite period; 


r will his prospective 


supervisor enjoy having him work in his group? 


(f) Is he the most suitable prospect that you can reasonably expect to 


Have you interviewed an adequate sample of prospects? 


claims that you have 


no reason to feel sure that you have made the best practicable 


e interviewed at least 
good salesman. An- 


other man states that, a “rule of thumb’, he never makes a selec- 
tion for a responsible managerial or executive position until he 
has found at least three candidates who are apparently good enough 


may not be entirely 


correct in their application of statistical technique, the idea behind 
them is quite sound. To make the best selection, you must have 


t would be fortunate 


indeed, but highly improbable, that the first person interviewed 
for a particular job should prove to be the best candidate. Further- 
more, it is only by interviewing, comparing, and eliminating that 


he has made the most 
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satisfactory choice. Even then, it is found advisable to have a 


second, or even a third, person pass judgment on the most promis- 





ing candidate. 





(3) The interview should be orderly and unhurried. It should be adequate 
for obtaining all necessary facts. An experienced interviewer usually 


follows a fairly definite pattern in working through the man’s previous 


work and educational history, supplementing the material contained in 


t 
the application form (which should be completed and studied in advance 
of the interview, normally) such as the applicant's family status, his 
interests, health, attitudes, etc. 
(4) Care sohuld be taken to establish rapport with the applicant at the 


beginning of the interview that will encourage him to talk freely and 


confidently. Excessive cleverness, or a cross-examining attitude must 
be avoided or the applicant will freeze up. On the other hand, the 


unafraid to point out to the applicant 





interviewer should be frank 


and why hedoes not measure up 





wherein his facts may not be strai 
to the requirements of the job. Don't be “wishy-washy” about it. 


+ 


He must also explain carefully to the successful applicant the bad as 


well as the good characteristics of the job so that the latter is not 
“oversold.” Later disappointments or misunderstandings are damaging 


to morale. 


(5) Avoid allowing personal prejudices to influence your judgment. Per- 
sonal dislike for certain racial or religious groups, for people with red 
hair, or no hair at all, for people who talk too much or stutter, may 


cause you to reiect otherwise outstandingly good applicants, unless your 





likes and dislikes are so strong that you are prepared to pay the price 





of looking for, and perhaps not getting, an equally competent applicant. 


TESTING THE APPLICANT 

Very largely as a result of the experience of the U.S. Army during the 
First World War, psychological tests to supplement the interview have 
found a limited but increasing acceptance in industry. In a sense, tests are 


1 


used in a manner identical with that of the medical examination. An inter- 
viewer obtains a general impression of a candidate’s health by looking 
at him. This impression is further clarified by questioning the applicant 
in non-professional manner as to physical defects, previous illnesses, fre- 
quency of colds, etc. A medical examination, conducted by a skilled physi- 
cian, with the aid, perhaps, of X-ray equipment, urinalysis, and blood tests, 
is naturally a much more exact procedure for evaluating the candidate’s 
physical fitness for the job. Similarly, psychological tests, scientifically 
selected or prepared for a particular purpose, carefully administered and 
evaluated, will yield a more exact description of a candidate's abilitv, per- 
the general impressions obtained from an inter- 


sonality and interests than th 


view. Consequently, where there is a positive relationship between ability, 


personality, etc., and job performance, a more satisfactory selection may 


be made. 
1e usefulness of tests for selection purposes are 


Certain limitations to t 
evident immediately: 
(1) The human mind and the human body are exceedingly complex and have 
an infinite number of variations. Hence, no single test can be expected 
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to evaluate an individual in his entirety. At best, it can only be expected 
to yield some additional knowledge concerning a particular trait, or a 
group of related traits. Furthermore, there are many ability and per- 
sonality traits for which no satisfactory method of testing has yet been 
devised. It is obvious, therefore, that no test, not even a battery of 
several tests, can be considered as a substitute for interviewing. 
Tests are valuable tools for selection only when they measure a trait 
that is essential to job performance. It would be absurd to test the 
weight-lifting ability of applicants for a clerical job, and equally absurd 
mistakes have been made with other types of tests because the adminis- 
trator has assumed that a high level of intelligence, or high mechanical 
aptitudes, are essential for a particular job without taking the trouble 
to prove the point: i.e. to say, tests are not valid until they have been 
proven to appraise aspects of ability that are important in the position 
for which the candidates are to be selected. 
Interpretation of test scores can seldom be entrusted to an untrained 
person. To a person lacking training in psychology, the results of 
some tests will often be confusing and incomplete and may very well 
be misleading and injurious to the candidate as well as to the employer. 
Tests take much time and skilled research to develop, and time to 
administer. Except where the need for more discriminating selection 
is evident from the amount of labour turnover on a job, great difficulty 
in selecting suitable candidates exists, or where a large group is em- 
ployed in a similar type of work, the cost of establishing and main- 
taining a procedure for testing applicants is probably unjustified. 

In view of these very serious limitations on their general usefulness, 

it is suggested that the following factors should be considered before 

tests are introduced into the employment procedure: 

(a) Are the present selection methods satisfactory ? 

(b) Will adequate provision be made for test experimentation and 
administration ? 

(c) Will they add sufficient information about the candidate to aid in 
making a better choice? Is there sufficient knowledge of the job 
requirements that the tests results can be applied with accuracy ? 

(d) Will their limitations be recognized? -Inexperienced persons may 
readily be oversold on tests and may be prejudiced against them by 
their limitations. 

Types of Tests 

(1) General Ability Tests (Intelligence Tests) 

Perhaps the best known and most commonly used tests are the 
general ability or so-called intelligence tests. These tests are var- 
iously described as measures of brightness, reasoning ability, mental 
alertness, or ability to solve original problems. Probably their 
greatest limitation is that they are “general.” Invariably, they 
include a sampling of various types of intellectual problems involv- 
ing memory, accuracy of observation, following directions, mathe- 
matical reasoning, vocabulary, etc. As such, they may be of little 
or no value in predicting success in job situations where specific, 
but limited, types of reasoning are required. In such situations, 
a test of mental ability which measures the specific type of reason- 
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ing required for the job is obviously to be preferred. General 
intelligence tests are valuable, however, in assessing the learning 
leve! to which a high school student, for example, may be able to 
attain, and in a general way to establish the promotability of an 
inexperienced applicant. 
Many such tests are in common use; such as the Otis Self-Admin- 
istering Tests of Mental Ability, Wonderlic Personnel Test, the 
Army M Test (Canada), U.S. Army Alpha & Beta Test and various 
revisions of the latter two tests. 
Special Ability Tests 
Special Ability tests are most frequently used for the measurement 
of mechanical ability and clerical ability, but there are numerous 
others. There are, for example, tests of musical talent, artistic 
ability, and scientific aptitude. 
In the Employment Office, they are used for two purposes: 
(a) To measure the level of achievement which a candidate is 
capable of attaining; i.e. his trainability. 
(b) The level of achievement which a candidate has attained; i.e. 
the extent to which he is presently trained or fitted to perform 
a specific job. 
Special Ability tests, as a class, offer the most promising results 
to the employer in raising the general level of efficiency of his 
Organization because they are specifically designed in relation to 
the abilities required for job performance. They are entirely prac- 
tical in their application. 
The selection of suitable tests for a particular job must invariably 
be preceded by a careful analysis of the jeb to establish the skills 
and knowledge which are of predominant importance in job per- 
formance. Where the job analyst succeeds in establishing that 
a single well-defined type of ability—finger dexterity, for example 
—is the prime requisite to good performance, a single test that 
measures this ability may be successful in screening out a suffi- 
ciently high percentage of unsuitable candidates to substantially 
raise the level of performance. Unfortunately, many jobs are a 
complexity of many distinct skills so that the possession of an 
adequate amount of not one, but several, types of ability are neces- 
sary if a candidate is to succeed. In such circumstances, a battery 
of several tests will be needed before a significant improvement in 
the employment procedure may be looked for. 
In practice ,what is usually done is to select several tests which 
measure the abilities that the analysis of the job indicates as im- 
portant. These tests are then administered to a representative 
group of employees whose skill on the job has already been mea- 
sured. Results obtained from each test are correlated with job 
performance records; those tests which yield a low correlation are 
discarded and those which yield a high correlation are retained 
as a permanent battery for use in future selection for the job. 
Tests are frequently devised by standardizing specific parts of the 
actual job and where this can be done readily, a high validity can 
usually be expected. For the selection of billing typists, as an 
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example, what better approach to the testing of candidates than 
to ask every candidate to type a typical invoice under standard 
conditions as to previous instructions, measuring the time required 
and the number of mistakes made. If a sufficiently large group can 
be tested and an accurate differentiation of actual job performance 
can be made, it is probable that a significant relationship can be 


established. 


(3 


~— 





An important limitation in the use of tests must be recognized— 
namely, the cost of “proving them in.” Great reliance cannot he 
placed on them until they have been “‘tested” and this cannot be 
done without taking employees off the job for several hours each 
at considerable expense to the employer. The cost of administering, 
scoring and interpreting the tests must also be reckoned with. 
Personality Tests 

A third general class of tests, as yet in a relatively crude stage of 
development but holding forth much promise for raising the general 
level of human proficiency and job satisfaction, are the so-called 
personality tests. How many of you have ever calculated the 
rate of labour turnover in your organization that arises mainly 
because of inefficiency, lack of skill or knowledge, or other factors 
pertaining to physical performance of the job, and compared it 
with the rate of turnover due mainly to personality factors—lack 
of interest, laziness, disobedience, dislike of the boss or of fellow- 
workers, absenteeism? You may be surprised to find, as we did, 
personality problems far outweigh problems associated with job 
performance as the reason for labour turnover. 

What does this signify? First, it indicates that more employees 
are found unsatisfactory by their employer or become dissatisfied 
with their employment because of maladjustments of personality 
than because of inability. Second, it indicates that, to-day, we 
are more skilful in evaluating the ability of the average candidate 
for employment than we are at assessing his compatability for the 
job situation. Tests that enable us to choose candidates who are 
not only able to do the job but are also willing to do it, capable 
of enjoying their job environment and responding to it in a positive, 
productive manner, will add greatly to the sum total of human 
happiness, industrial morale and efficient performance. 
Unfortunately, however, there is much yet to be learned about 
the devious workings of the human mind. Such character-reading 
techniques as palmistry and phrenology have already been “‘de- 
bunked”; graphology (handwriting) may or may not follow the 
same course. Personality tests designed to measure the tendency 
of an individual to dominate or to submit, to extroversion or to 
submission, to sociability or to solitude, or those that “type” him 
according to the extent of his deviations from what is supposedly 
a normal or healthy mental state, are usually constructed by offer- 
ing the candidate a great number of “yes-no” or “‘true-false’’ ques- 
tions, the answers to which determine his reaction to various social 
or emotional situations. To date, the results obtained from the use 


of such tests have been encouraging but not conclusive. Extensive 
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literature on this subject has “pointed up” the thinking of many 
non-professional people as to the motives for human behaviour so 
that a more critical approach to the problem of personality analysis 
has resulted, but the use of such tests by non-professional people 
is fraught with danger. Misinterpretation is easy and, particularly 
in the employment situation, it is comparatively easy for the 


candidate to cheat. They are fascinating tools but dangerous. 


Normal Capacity and its Uses 
By L. W. Downie, President and General Manager, Kelsey Wheel Co., Ltd., 
Windsor, Canada 


One of the primary functions of a cost accountant is to establish reason- 
ably accurate costs, not only during the current period under review, but 
also into the future with the objective of enabling management to make 
proper decisions respecting future operations. Despite all current problems, 
this fundamental problem should never be lost sight of. 

There has been a great deal of discussion recently concerning wartime 
accounting problems, of which there are a wide variety. Sometimes it would 
appear that in the swirl of wartime activity, with its multiplicity of forms, 
reports, audits, renegotiations, and whatnots, and with the general inflation- 
ary thinking which accompanies such a situation, many of us are prone to 
lose sight of certain fundamentals. Therefore, we should pause occasionally 
to analyze clearly anew the fundamental principles underlying good manage- 
ment. 

The Nature of Normal Capacity 

In approaching this subject of normal capacity, we should bear in mind 
that it is not merely a reflection of past history. It must take into considera- 
tion many other factors which will be brought out throughout this discussion. 
Neither is it merely a function of productive capacity. It must be defined 
in terms of ability to produce, sell, and collect. 

A great deal of consideration must be given to the factor of public 
demand, and this requirement makes it difficult for any one concern to 
decide entirely for itself what may be considered normal. Generally, and 
certainly from the broad economic and constructive viewpoint, the experience 
of the industry as a whole, as well as that of an individual concern, should 
be taken into account. It is a comparatively simple matter to determine 
the maximum and normal productive capacities at any particular plant, but 
that does not necessarily mean that the sales department can sell all of such 
capacity in the open markets, and that the collection department can collect 
for all such materials sold. It would be unwise for any concern to consider 
as normal its full capacity, if all other concerns within the same industry 
did likewise and the combined output of the industry was considerably in 
excess of the amount to be consumed by the public. In such a situation, 
burden costs and subsequent selling prices would naturally be lower than 
would actually exist, with a resulting effect upon profits. A good illustration 
of this principle may be taken from the coal mining or petroleum industries. 
Each of these industries is capable of producing far in excess of public needs, 
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and unless burden costs are predicted upon the ability of the public to 
consume the product produced, disastrous results might be obtained. 

Accordingly before a normal capacity standard is established for burden 
purposes, each of these three principal factors should be given proper 
consideration. If there is not sufficient information available to determine 
the capacity of the public to consume your output, or if yours is a jobbing 
industry not directly connected with public needs, thereby making the 
market analysis difficult, you can at least consider as normal the average 
for a number of years, adjusted to known or anticipated future conditions. 
This may be somewhat unscientific in the light of previous statements, but 
if you have proven that over a period of years you can successfully operate 
your business on such a volume, you are justified in accepting such an 
average, properly adjusted to current conditions, as a normal. 

It should be the joint responsibility of the accountant and management 
to determine this normal capacity. Too often, so-called normal capacity 
completely ignores the economic aspect and takes into consideration only 
the peak capacity of tne particular plant in question. Sometimes this is 
advisable, but in the majority of cases and certainly under normal conditions, 
a broader economic point of view must be considered. Only by the accountant 
and management working together may the proper solution be found. 
Included in management should be the executives concerned with factory 
management, purchasing, sales, and finance. The final decision naturally 
rests with the management, but the accountant should be part of that 
management and should consult with and advise the management in this 
connection. 

Setting Normal Capacity 

Normal capacity should be determined first for the business as a whole 
and then broken down by plants and departments, depending upon circum- 
stances. In a purely jobbing industry, each department could be treated 
as a business by itself and normal capacity established accordingly. 

This capacity may then be stated in terms of labor hours, machine 
hours, production units, sales value, tonnage, etc., depending upon the 
nature of the business. Each industry has its own measuring unit. In the 
automobile industry, the unit is car sales; in petroleum, it might be gallons, 
barrels, or tons; in the steel industry, it is tons; in the railroad industry, 
it is passenger mile or tonnage mile; in banking, it is a work unit; in 
department stores, it would be sales value, etc. 


Uses of Normal Capacity 

This normal capacity should be the foundation for burden accounting. 
Burden should be estimated or determined on the normal capacity volume, 
and all comparisons of actual overhead should be made to this normal, in 
addition to any other comparisons which may be desired. It 1s not sufficient 
that burden costs be compared with previous months or previous periods 
only. That type of comparison is essential, but it is also necessary to know 
how current burden figures compared with the predetermined figures using 
normal production as a basis. 

All cost estimating should include burden rates established on the 
normal volume of business. Cost estimates are normally the foundation 
of selling prices, and unless normal capacity is used as a basis, the price 
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structure must necessarily be on a false foundation that will tend eventually 
to destroy industry. 

In establishing budgets, first consideration should be given to the normal 
output of the plant, and all figures should be established on that basis. 
This will be used as a jumping-off point to determine budgets for the 
expected volume for ensuing periods. There may be a vast difference 
between normal volume and expected volume, but if the normal is to become 
the basis or foundation upon which estimating and selling prices are to be 
established, it should also be the foundation for the burget to control cost 
for an expected volume. Naturally, adjustment will have to be made to 
meet anticipated conditions. 

The control of burden as has been brought out has a definite relation 
to normal capacity; in other words, normal capacity is the starting point 
and all costs should be controlled as nearly as possible to that normal 
capacity, except for conditions which are warranted and which can be 
reconciled to actual costs. 

Having now determined the normal capacity and the normal burden 
which is anticipated for such normal capacity, we are in a position to 
determine the normal burden rate to be used for all costing purposes. This 
is a rate which, during a period of normal capacity production and normal 
expense, will absorb all the burden expense of that period. Again it must 
be pointed out that this normal production does not mean possible produc- 
tion. Neither does it necessarily mean possible production less allowances 
for repairs and other ordinary hindrances to continuous operation. A coal 
mine is a good illustration of this point. Consideration must be given 
not only to the amount of coal that can be produced in the mine, but also 
to the amount that can be loaded into railway cars, sold, delivered, and 
the money collected, not just in the winter when coal is required, but also 


in summer. In other words, the consumer needs must be considered. 


Advantages of Normal Capacity Concept 

The advantage of normal capacity conception are many. In the first 
place, it tends to eliminate fluctuation in costs due to volume factor. In 
addition, its use tends to prevent overexpansion of plant capacity. This 
is particularly true when the broader economic viewpoint is taken and the 
capacity of the public to consume the output is considered as well as the 
ability of the firm to produce. We already have too many industries wherein 
the ability of the public to consume the production has been ignored, 
resulting in a tremendous overexpansion of plant capacity. This is an 
economic loss to the general public and a direct loss to the owners of the 
business involved and is inexcusable in most cases. Such an analysis will 
disclose excess and idle equipment in many factories, and will enable manage- 
ment to plan production over longer periods, thereby reducing costs and 
releasing additional equipment for other uses. This excess equipment 
is very costly and has oftentimes been the direct cause of business failures. 
It is a fairly safe assumption that a large percentage of American business 
firms could dispose of substantial quantities of equipment if peaks and 
valleys in production could be leveled off. This can be done, at least 
partially, through a proper and complete analysis of normal capacity and 


normal public needs. 
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Normal Burden Rates and the Price Structure 


By using this normal volume which reflects normal burden over a period 


f years, we automatically establish sound cost estimates which, in turn, 
enable industry to establish and maintain a sound price structure. This will 
end to eliminate cutthroat and ignorant competition. All of this tends 

Naintain a more consistent level of production and employment and adds 
greatly to veltare of the people 


3 1 1 1 1 
By estaDlishing costs on the Dasis of this norma! volume and thereby 


costs with due consideration to long-term cost 


obtaining re Scie ( 
hee ; \ 

trends, the management is in a position to be more selective in obtaining 

yusiness for their plant. This will also tend in the long run to stabilize 


fits and employment. In connection with this whole question of normal 
capacity and its effect upon costs and selling prices, it must be remembered 
that when prices are either arbitrarily reduced or, through ignorance of 


den, are placed at a point below the cost at 











| capacity 1 normal 
the uct be 1 over a period of years, the concern 
responsible for the price cut has not only reduced its own profits but has 
lestroyed a profitable line for all industry. It has created a situation 
wherein it s es be 1es impossible to increase the price structure 
n after business has again reached normal. This is a concept which ts too 
f gno wh e res} for the setting of selling price. 
e al for not ( are: (1) guess-work; (2) consid- 
ering only peak capacity to produce, ignoring the ability to sell and 
ect; and (3) considering only normal capacity to produce, ignoring the 
bility to se nd collect 
Idle and Excess Capacity Costs 
Idle eq nd excess plant capacity may be safely divided into 
| s n¢ ital to equ which is necessary as a 
yy to t care of peak production months and is not needed in off- 
S al able to cost of production and should be taken into 
cons \ ¢ normal overheads; on the other hand, all 
st cide ent which is not required to produce any 





f the potential business are not a part of the cost of production and should 








rt ente such costs in any form. The cost of producing any given part 
t factory s not rise certain equipment is lying idle. 





Such idleness does not affect the cost of any product being made. Rather ir 
ld be treated as a cost of a product not made, or as an idle capacity 


t 


1 to profit and loss. If this idle capacity is due to peculiarity 





t the business and not due to temporary conditions, then of course such 
mea part of the cost of production and should be reflected in the 
structure Normal burden rates should not include any 
expense of inefficient operation of any nature, including equipment not 
required for the business. Otherwise, such inefficiency may gradually force 


Teen nee pice dine F 
which are in the last analyses often- 


juotations Deyond Market poss! 





times determined by the more efficient factories 

The analysis of burden variances should disclose the variances due to 
volume, management decision, and other extraordinary items. These reports 
should be presented to management in the form in which management can 
best use them, and that will be determined according to the character of 


management. Some managers prefer such variances to be shown in dollars, 
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This 


is something that will have to be determined in your own particular 


others in percentages. Some prefer charts, graphs, or other methods. 
organization. 
Disposition of Unabsorbed Burden 

There are several methods used to dispose of unabsorbed burden. Some 
concerns include it in the inventory as a part of production costs. This is not 
good policy. If normal burden rates have been properly established, they 
represent all the burden costs that the production should be charged with 
They represent all the burden costs that the sales department can sell. Any 
unabsorbed portion is due to factors other than production. As such, it is 
entitled to no place in the inventory for it adds nothing to the market 
value of such inventory. It should be disposed of in some other manner. 

Some concerns charge such unabsorbed burden to a reserve account 
on the assumption that over a period of time it will balance itself out, and 
no further disposition will be necessary. Theoretically, this is what would 
happen if the normal burden rates were absolutely accurate and there were 
no variances over a period of time. Actually, however, no burden rate 
can be established that accurately and there will be over- or under-absorbed 
burden which will have to be charged to profit and loss account. Accord- 
ingly, the use of such a reserve might create quite a false balance sheet and 
operating statement. 

A more conservative method would be to use the normal burden rate 
to cost sales and value inventories. Any resulting unabsorbed burden will 
be charged dirctly to cost of sales as a specific item. Such a method will 


reflect a proper balance sheet at all times, and will show ‘Unabsorbed 
Burden” as a specific item in the profit and loss statement. 
Revising Normal for the Postwar Period 

Up to this point in the discussion, I have been proceeding as though 
no war existed and each concern were in a position to control its own 
destiny (at least to some extent). That is the position we hope to reach 
at the conclusion of the war, and it is, therefore, only reasonable that we 
approach our problem from that angle. However, the armament program 
will develop within each one of your factories a dangerous pitfall with 
respect to burden, for the tremendous volume created thereby will tend to 
reduce the burden rates within each of your plants, and the natural tendency 
on the part of your managements will be to use the lower burden rates to 
establish selling prices for all products. This will be a dangerous practice 
because such a burden will be based upon a false assumption, namely, that 
the volume of business you are doing is normal and can be expected to 
continue. Such is not the case. Immediately, at the close of the war, there 
will be a drastic falling off of business, and when that happens your burden 
rates will immediately rise. If, in the meantime, your costs have been 
predicated upon the lower burden rate, and if your selling prices have 
been predicated upon such cost, you may be faced with the possibility of 
selling all, or at least part, of your products at a price below the actual 
cost of production. In a chaotic market, which may exist some time after 
the close of the war, you might find it difficult to adjust your price to the 
proper levels, and the result could be disastrous for your concern. If, 
however, your burden rates during this entire period have been predicated 
upon a reasonably accurate analysis of normal capacity and if you maintain 
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all of your commercial business on that basis, you will not need to make 
adjustments in your prices, in so far as burden is concerned, when this 
time arrives. 
Postwar Depreciation Problems 

During this period of high var production most concerns have procured 
substantial quantities of machinery and plant facilities which may or may 
not be used in ordinary peacetime business. Special wartime depreciation 
has been charged to cost of operations not only for these special wartime 
facilities but in many instances for regular equipment used normally for 
peacetime business. Hence, at the close of the war, there may be a consider- 
able amount of machinery and plant facilities fully depreciated on the books, 
but containing many years of useful life. This will greatly magnify a 
problem which has always been with us to some degree but requires the 
same treatment as outlined earlier in discussing idle and excess plant capacity. 

Normal depreciation should be charged to operating costs for every 
piece of equipment used in production, even though such equipment may 
be fully depreciated on the books. Every unit of production should be 
charged with its proper proportion of equipment costs (depreciation, etc.), 
regardless of the value appearing on, the books for such equipment. If 
current production is not charged with such costs, the selling prices (which 
re presumably predicated upon cost of production) will be artificially 
deflated with the result that there will be established in the minds of your 
customers a false conception of the proper price levels. As such equipment 
wears out and is replaced, there will automatically be charged to the cost 
if production, depreciation, and other charges on the new equipment, thereby 
creating a steadily rising price structure which will be difficult to explain. 
If, however, during this entire period, the normal depreciation on such 
equipment has been charged into cost of production, and if all selling prices 
have provided for such depreciation, there need be no adjustment in the 
selling price structure when new equipment is procured, and the customer 
relationship need not be disturbed in any way. 

All of the foregoing discussion indicates quite clearly that a correct 
analysis of normal capacity and normal burden and a proper application of 
such findings can be distinctly helpful to management in establishing sound 


management and sales policies 





ATTENTION ! 


CONTROLLER - SECRETARY - AUDITOR 
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Ex-Federal Government employee. 20 years of 
experience. Possesses progressive ideas of costing sys- 
tems. Further details on request, to Box 3, Cost and 
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Accountancy as a Career 


President, Society of Industrial Accountants of B.C. 


Elementary accounting consists of the recording of business  trans- 
actions—common bookkeeping. This is an interesting and exacting process 
but represents a held in which there is a great deal of competition, since the 
principles of bookkeeping can be learned in high schools and_ business 


colleges everywhere. 


reach of great numbers of persons without extensive study or experience. 
It is not to be considered as the goal to which one interested in accountancy 
should aspire, but rather as an initial step in a field in which natural 
aptitude, study and hard work combine to form a profession of unusual 


interest. 


The accounting officer of a business is an indispensable aid to manage- 
ment. His work, giving him in most cases, an intimate knowledge of the 
operations and conditions of a concern, makes him feel the natural responsi- 
bility of being prepared to offer sound and constructive recommendations on 
matters of organization, method and policy. He sees with the eyes of good 
management and thinks in terms of finance and economy, with definite 
objectives. He keeps abreast of the new and better ways of doing things 
He knows how to apply sound principles to many departments of business 
purchasing, production, marketing, finance—and it is to him that business 
looks for guidance in matters relating to taxation and government. 

Modern business does not embark blindly on the pursuit of profits. It 
sets its sails to the course which its accounting department has chartered, 
and proceeds with intelligence and forethought to the accomplishment of 
definite objectives. In the purchasing of materials, there is careful planning 
of what will be required in the production of certain quantities, thus 
eliminating the loss from unused materials, or delays in production due 
to inadequate supplies. 
determined estimates of all elements of cost so that management may know 
just what result may be expected from each operation, and provision is made 
to share the savings and economies with employees who make them possible. 

In marketing, accountancy makes its contribution through a study of 
economical methods of distribution and by carefully surveying the marketing 
area to determine where sales effort can be expended with the greatest assur- 
ance of profitable results. 

Throughout the course of operations there must be intelligent planning 
in the use of working capital, so that the business will be adequately 


financed at all times. 


capital will be available and how it may be most economically employed. 
These are situations which call for the application of accounting principles— 
principles which recognize no limitations in their usefulness except the 
resourcefulness and ingenuity of the persons who have command of the 
sources of vital statistics with respect to business transactions. 

The accountant should be a business advisor who can appraise the 


things which contribute to success or failure in business operations. He 
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By Norman Terry, R.IA. 


It is, therefore, a common occupation within the 


In the production of merchandise, there are pre- 


Management should know in advance just what 
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gives counsel in financial matters—the ways and means of obtaining capital 

in forms of business organization, in problems concerning employee 
relationships, and in matters relating to governmental regulations and 
taxauion. 

Every enterprising accountant usually aspired to become officially 
recognized, that is, to submit to examinations now given periodically in every 
province in the Dominion and, upon satisfactory completion, to receive 
official recognition. Naturally in public accounting and auditing the 
Institute of Chartered Accountants have long been recognized in all the 
Provinces in Canada. Since 1913 when the General Accountants Association 
secured similar power by a special act of the Dominion Government, their 
certiied members have received similar recognition as Certifed General 
Accountants. While the Society of Industrial Accountants and their affiliated 
societies are becoming widely known and recognized as Registered Industrial 
Accountants. 

Each in their particular field, the Chartered Accountant in public 
accounting and auditing, the Certified General Accountant in private account- 
ing and internal auditing and the Registered Industrial Accountant in in- 
lustrial cost accounting, ts recognized by the public as one expertly skilled 
in his profession, and his testimony as an expert is usually accredited by 


court without further qualification. 


It would be well to consider at this point the qualifications which a 
person should possess to achieve success in the field of accountancy. 

A pleasing personality plays an important part in success in any 
occupation, and accountancy is no exception. The ability to secure the 
co-operation of others and to join enthusiastically in the plans of others 
should not be overlooked. Many a good plan owes its success or failure 
to the team-work in its execution. In the field of accountancy personal 
gualifications are particularly important. The accountant must have a 
pleasing approach; he should inspire confidence; he must have vision and 
imagination; he must have the ability, in talking or writing, to express 
his thoughts, observations and suggestions in clear and simple language. 

Character, ability and industry are sought and must be demonstrated. 
Those qualities contribute to a man’s success in any field. In accountancy 
they are indispensable to success. Without them, failure is swift and sure. 
Men lacking courage and the love of hard work, and realizing the demands 
of accountancy, will shrink from submitting themselves to its acid test. 

Of course, a natural liking for figures is essential. Every phase of 
accountancy is related to figures in some respect. Without a natural interest 
in figures the work of the accountant would be a burden indeed. 

The equipment of an accountant should include familiarity with such 
subjects as economics, finance, business organization, business law, statistics 
and taxation. 

Any person who aspires to success in the field of accountancy must 
expect to devote much time ‘to study. This is necessary not only in acquiring 
a broad foundation in accounting, theory, but the knowledge so gained 
must be nourished with current material from publications, new laws and 
professional activities. 


Accounting theory is comparable in some respects to the rules of 
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grammar and literary composition. The writer learns the rules, then after 
much practice and experience, he really knows how to use them and how 
to write. Im accountancy, rules and theory are indispensable and must be 
learned. But they are guides, not laws—not substitutes for ability. An 
accountant must be resourceful enough to rise above rules and theory when 
common sense demands it. Lazy minds learn theory and become slaves 
to it. Business does not pay for a knowledge of accounting theory, but 
is interested only in the ability to use that knowledge skillfully. 

Any person contemplating entering the field of accountancy would 
naturally be concerned with its future. What promise for service does 
it offer. Of encouragement in this direction is the fact that accountancy 
is one of the newer professions. Most of the recognition it has received has 
been within the last twenty-five vears. The War, with its government 
contracts and taxation, provided the impetus which has gained momentum 
through an appreciation of the possibilities of intelligent planning and 
contro] in business. Notwithstanding this substantial progress, there are 
still thousands of concerns in this country, large and small, who seriously 
need adequate accounting but are ignorant of, or blind to, its value. Few 
of them know their cost of doing business or have more than a vague 
idea of their financial conditions. The innovations in accounting methods 
within the last few years are quite unknown to most concerns. Improved 
methods of computing costs of production and the control of budgeting 
of operations wait on their doorsteps. 

The trend in accountancy is toward greater responsibility in the formula- 
tion of business policies. Business has come to a greater appreciation of the 
value of the things which accoountancy has offered and is drawing upon 
this feld more and more. 

The future of an accountant lies in the increased importance which 
his services assume, and his rewards are usually in proportion to the value 
of his contribution. This is true both in private employment as well as in 
the service of a public accounting firm. Then, too, as the ability and 
experience of the individual increases, there come opportunities for im- 
portant executive positions in business concerns. Many of the ablest 
executives in business today receive a part of their training in accounting 
positions and many of the important business executives of tomorrow ar¢ 
engaged in accountancy now. 

The road which a person travels to success in any profession is marked 
with sacrifices and hard work. Accountancy is no exception. The period 
of education is continuous and many of the hours which others spend 
in personal pleasures must be spent by the accountant in study—in keeping 
informed of the development in business and finance. 

Most companies make their annual inventory computations and close 
their books at the end of the calendar year and require their audited state- 
ments for stockholders’ meetings and for tax purposes in February, March 
and Apri!. The necessity for working long hours without sacrificing 
thoroughness and accuracy means a mental and nervous strain that not 
all men are willing to stand—or able to stand. 

Frequently it becomes necessary for important work to be completed 
at a definite time and it is a well established rule in the profession that no 
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itions may interfere with the completion of the assignment, 


personal consid 


whatever sacrifice or inconveniences this may entail. 
The work of an accountant, however, is not without its pleasant aspects. 


fhe very nature of the duties of an accountant offers a constant challenge 


to his ingenuity and resourcefulness. His success is rich in thrills of 
achievement. His duties keep him abreast of the current developments in 
business and government. He becomes absorbed in matters relating to 


economics and taxation and can usually be classed among those in the 


unity who are best informed in business matters. 





comi 
We hear a great dea! today concerning the overcrowding of professions, 

and persons sometimes hesitate to prepare for a field into which great 
numbers are now entering. Prior to the war our large universities were 
turning out graduates each year who seemed to find it increasingly difficult 
to establish themselves in their chosen fields. It is my feeling, however, 
that this should not deter a person who is willing to expend the time and 
efforts to rise above the average. The field of accountancy is crowded at 
the bottom, since most persons are content with the advantages easiest 
to obtain. The person who is not satisfied to compete with others of limited 
knowledge and ability and will put forth the necessary effort to rise above 
them, will find a wide field for advancement with financial compensation 
ymmensurate with the importance of the service he is performing. I should 


discourage no one with the natural qualifications from entering the field 





of accountancy, as I believe that it offers an interesting and ever-expanding 


opportunity. 


CHAPTER STANDINGS FOR FERNIE TROPHY 


At the Annua! Meeting held last June, it was decided to award the 


Fernie Trophy on the basis of points rather than on the number of new 
members. Two points will be given for each senior member and one point 
tor each student member and the Chapters will be rated on the percentage 
increase in points over the basic points at April 30th, 1945. 

We list below the Chapter standings at November 30, 1945: 


Basic Increase Increase Points Percentage 
Points in Senior in Student Increase 
Members Members 

London 73 5 25 a 42.5 
Calgary ; : 81 4 20 28 34.6 
Quebec City 60 5 7 17 28.4 
Hamilton 243 2 39 43 Dict 
Vancouver 125 3 16 22 17.6 
Montreal 387 26 12 64 16.5 
Bay of Quinte . 38 3 aa 6 15.8 
Ottawa Be eagies 68 3 4 10 14.7 
Kitchener ee 93 5 3 13 14. 
Edmonton 93 3 6 12 12.9 
Windsor : 132 2 9 13 9.9 
Ft. William-Pt. Arthur 77 — 4 4 $2 
Toronto ; ciceieuneee (1) 7) (9) -— 
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COST ACCOUNTING 


Comments by A. V. HARRIS, C.A. 
FUNDAMENTALS OF COST ACCOUNTING 
Question 1 (20) Marks 


There are certain fundamental principles which should be observed 
in accounting for materials. Discuss these briefly, giving a short outline, 
in general terms only, of the organization or system which you think is 
required in a manufacturing plant for handling and accov=ti.g for materials. 
Comments 

Most standard texts on Cost Accounting devete a chapter or two on 
accounting for materials, and Lawrence's text Chapter VI and VII deals 
with the subject quite thoroughly. In addition, of course, many students 
have gained first hand information on the matter through development 
of or working in their own business. Specifically this question calls for 
a general coverage of a system of material requisitioning, purchasing, 
receiving, storing and issuing of material. Particular emphasis should be 
made on the perpetual inventory system, on the necessity for all documents 
to be in writing and properly authorized and on the handling of materials 
with exactly the same care as cash would be handled. 

While most students seemed to have a good idea of what constituted 
a good stores accounting system, the answers were frequently lacking in 
reference to the points to be emphasized occassionally in one or more of the 
important links in the system itself, which provided a system of interna! 


check 
ADVANCED COST ACCOUNTING 
Question 2. (26 Marks) 


The Newton Manufacturing Company uses a standard cost system, 
with its raw material stores carried at actual cost, and its Work-in-Process 
Accounts at standard costs. Its operations for the month of March, 1945, 


may be summarized as follows: 


Budget Standard Actual 

Labor hours. ....... sieiss ce 2eOe HOUES 220 hours 230 hours 
Production . sreedattaes 200 units 200 units 200 units 
Materials (assuming purchase of amount of material used)— 

50 tons: of A-at $60.00" per fOne ...ce.ccisceescececsves $3000 

40 tons of B at $40.00 per tom ..........c0sseceo0e. $1600 

55: tons of Av at $5000) Der tO .c...ccccssceseceasve $2750 

38 tons of B at $42.00 per ton Career $1596 

110 hours operation No. 1 at $2.20 per hour $ 242 

120 hours operation No. 2 at $2.80 per hour $ 336 
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Manufacturing Expense- 


220 hours at 35.00 per hour . $1100 
230 hours at $5.00 per hour . Applied $1150 


Labor Costs— 

120 hours operation No. 1 at $2.00 per hour $ 240 

100 hours operation No. 2 at $3.00 per ohur $ 300 
Actual Manufacturing Expenses for the month were $1080.00. There 
r closing inventories of Work-in-Progress. Sales were 


y 
é 


were no opening ¢ 
175 units, at a price of $40.00 each. 
Required— 
(1) Journal Entries to record the accounting transactions, including 
transfers to variance accounts, for the month. 
(2) Statement of Cost of Goods Manufactured, and of Profit and Loss. 


(3) Statement of variances, indicating the reasons for each. 


Solution to Question 2 





ADVANCED COST ACCOUNTING 


(1) Journal Entries 





Store : Sos inch $4,346. 
Accounts Payable = : Sst sce te $4,346. 
Purchase 55 tons of A @ $50.00 per ton........$2,750. 
38 tons of B @ $42.00 per ton......... 1,596. 
$4,346. 
Material in Process ; rs as éssesdtaessse OOO. 
PROS rIAl A DURE: “NV ATIAN CO 6, ca cssserisascracssta cease nnciesaseds 220. 
BRACE AL EPICS VALIADCE. do ciscsssnansdecchvnsedoaceceosdeccives 474. 
Stores 4 . 5 ehh i ata leita al 4,346. 
Price Variance Quantity Variance 
55 tons of A @ $10.00 per ton cue ROO) 
38 tons of B @ $ 2.00 per ton ......... 76. 
5 tons of A @ $60.00 per ton ........... $ 300. 
2 tons of B @ $40.00 per ton (80.) 
$ (474.) $ 220 
Recording material put in production 
Labour in Process .. ee cus Sa0s 
Labour Time Variance ... bah seo a tt it oly pemateilD 40. 
Labour Rate Variance Dae ee eee tee Zz. 
Accrued Payroll ... bathe eS eel cetan i oe 578. 
Time-Variance Rate Variance 
10 hours @ $2.00 per hr. (#1) ........$8 (20.) 
20 hours @ $3.00 per hr. (#2) ........ 60. 
i10 hours @ 20 per hr. (#1) .. Ze. 
120 hours (a 20 per hr. (322) .«..: (24.) 
$ 40. $ €@.) 


Recording Labour charged to production. 
Manufacturing Expense in Process. .:....:...csessscassessescese $1,150. 
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Applied Manufacturing Expense ..........:.cccseseseeeee $1,150. 

Recording applied Manufacturing Expense. 230 hrs. 

@ $5.00 per hour. 

Manufacturing bx pense cca ciecissceecsacsrcrconsnees ict ences 1,080. 

PGCGUNIS HRAYAING) Sori: eoereeticscarcootccsstseiecesieoateettee 1,080. 

Actual Manufacturing Expense for month. 

Applied Manufacturing Expense .............:.:scecscscssssesseees 1,150. 

Production Efficiency Variance—Manufacturing 

BSONSG: icc coeds ccecteasieosvantessptasioeatn mete eae 50. 

(10 hrs. in excess of standard @ $5.00 per hr. (inefficiency). 
Moanutacturing: ESpense: ....s.:1;as0ascacscaneneae 1,080. 
Manufacturing Expense in Process .........cccccceesseee 50. 

(reducing to Standard of 220 hrs. @ $5.00) 
Budget Variance—Manufacturing Expense (1100.- 
SO BORD asc cucs cevccacivcenecodacessccsaccteneccsckpusturiecseseaseaes 20. 
Capacity Variance—Manufacturing Expense ........ 50. 
overcapacity—10 hrs. @ $5.00 per hour. 
To apply actual manufacturing expenses, and record 
variances. 

Binishied. Goods .ccncecsticd niin eee 6,240. 

Material in Process ..... Sian Saad ec 4,600. 
Bapotene tie PUQCOSSt «saat. vacancies Renn eee 540. 
Manufacturing Expense in Process ........cccccce 1,100. 

To record finished production for month. 

Gost. oF Goods sale aie 3s.3 Sis ceniede kee ee ee 5,460. 
BinisnemtGrO@ GS) ct a ohana he eae 5,460. 

175 units @ 175 of $6,240 
200 
Recounts: Weceimaple. sini asta avr .. 7,000 
GG Sin foc tecsscesueseracascmeyh oasunuawanes sf dpav dvauadeasacceacuantnecate 7,000. 
175 units @ $40. each. 
Newton Manufacturing Company 
Manufacturing Statement for Month of March, 1945 

Direct Materials—at standard Jo sarecotesshatal eh Nee $4,600. 

Dicect. Labout— ali Standard .cciissccissccssecssesssexsnesserneyteees . 540: 

Manufacturing Expense—at standard .0........ccccecceeees . 1,100. 

$6,240. 
Newton Manufacturing Company 
Profit and Loss Statement for the Month of March, 1945 

SSB NOS! = siccccdccecssuvedseskgeudsavacu eoelocpesestecatanseca eee $7,000. 

Cost of Sales 
Manufacturing Costs per statement .............ccccc0005! $6,240. 

Less Inventory of Finished Goods on hand ........... 780. 5,460. 
Wradigg Peon hicasvesnis cane ae 1,540. 
Variance Adjustments Dr. Cr. 
Material Quantity S 220. 
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Material Price ....06.0..4-0 $ 474. 
Labour Time : eee 40. 
Labour Rate ...... are 2 
Man. Expense—Efficiency 50. 
Man. Expense—Capacity. 50. 
Ma. Expense—Budget .... 20. 
Dre$. 390: “Cr.2§ 546; Cr 236. 
Net Prokt for the Peekad ced csiwbvodscaunkeceen ee ee $1,776. 
(3) Variance Statement—March, 1945 
Unfavourable Favourable Comments 
Material Quantity ........$ 220. Material used in excess 


of standard. 


Material Price $ 474 Material purchased at less 
than standard. 
Labour Time oe 40. Time required in excess 
of standard 
Labour Rate ...... rx Rate paid less than 
standard. 
Man. Expense. Produc- Work required 10 hrs. 
tion Efficiency ........ 50. greater than standard set. 
Man. Expense— Work produced 10 hrs. 
CaPACHY -.cscess55005.5-, 50 more than standard set. 
Man. Expense—Budge 20. Actual expenses were less 


than standard set. 


COMMENTS 

Candidates answering this question appeared to have little difficulty 
with the material and labour variances. Although, if the basis used were 
a comparison of standard to actual, instead of vice versa, the figures for 
the variances would differ by smal! amounts in each case; for example 
if the labour time variance for operation No. 1 were considered to be 10 
hours at $2.20 per hour, then the rate variance would be 120 hours at .20, 
and se on. The setting forth of the manufacturing expense variances was 
rathet poorly attempted by most candidates. In actua! practice all three 
variances might not be used, but for this problem it was possible to calculate 
the three. 

It was noted that a number of students made separate journal entries 
for Material A transactions, Material B transactions, labour operation No. 1 
and labour operation No. 2. If the student had been required to deal with 
20 different materials, and a number of different labour operations, no 
doubt he would have found sufficient cause to assemble the information 
into the fewest possible journal entries. 

Although the statements were very simple ones, even if made up on 
the basis of actual costs rather than showing standard costs only in the 
maunfacturing statement, it was again apparent that the average student 
does not take sufficient care in setting up statements. The statement explain- 


¢ } ] 


ing the variance could, of course, be expanded to give the specific details 


f each increase and decrease 
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